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PASS TREASURY AND FRB 

E.O. 11652: N/A 
TAGS: EFIN, IT 

SUBJECT: ITALIAN EXCHANGE MARKET DEVELOPMENTS 

1. SUMMARY. SINCE MID-JUNE LOCAL ELECTIONS, LIRA 
HAS WEAKENED IN EXCHANGE MARKET. BOP DEFICIT IN LAST 
HALF JUNE WAS ABOUT $517 MILLION AND BOI LOST ABOUT $300 
MILLION IN INTERVENTION DURING FIRST 17 DAYS OF JULY. 
CUMULATIVE RECORDED DEFICIT FOR FIRST SIX MONTHS 
WAS APPROXIMATELY $510 MILLION. LIRA HAS DEPRECIATED 
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WITH LOSS MAINLY AGAINST STRONGER DOLLAR. END SUMMARY. 

2. FOLLOWING SURPLUS OF ABOUT $452 MILLION IN FIRST 
HALF OF JUNE. ITALIAN BALANCE OF PAYMENTS MOVED INTO 
RATHER LARGE DEFICIT IN SECOND HALF AMOUNTING TO ABOUT 
$517 MILLION. NO DATA AVAILABLE FOR TRADE OR OTHER 
ITEMS ABOVE THE LINE BUT ADVERSE EFFECT OF LARGE 
COMMUNIST GAINS IN LOCAL ELECTIONS ARE BELIEVED TO 
HAVE WORSENED CAPITAL ACCOUNT. IN PERIOD JULY 1-17 

BOI LOST ABOUT $300 MILLION FROM EXCHANGE MARKET 
INTERVENTION. HEAD OF BOI FOREIGN EXCHANGE OPERATIONS, 
ERCOLANI, SAID THAT HE HAD IMPRESSION THAT ITALIAN 
COMMERCIAL BANKS MAY HAVE REDUCED THEIR FOREIGN 
DEBT DURING THIS PERIOD. IN WHICH CASE BALANCE OF PAY- 
MENTS DEFICIT WOULD BE LESS THAN IT APPEARED. ERCOLANI 
ATTRIBUTED RELATIVE WEAKNESS OF LIRA IN MARKET PARTLY 
TO RESURGENCE OF DOLLAR AGAINST MOST CURRENCIES. HE 
THOUGHT THAT PURCHASES OF DOLLARS BY USSR IN ANTICIPATION 
OF LARGE GRAIN PURCHASES FROM US MIGHT BE ONE IMPORTANT 
FACTOR BEHIND STRENGTH OF DOLLAR, ALONG WITH INTEREST 
RATE MOVEMENTS FAVORING CAPITAL FLOWS TO US. 

3. PRELIMINARY MONETARY MOVEMENTS DATA FOR MONTH OF 
JUNE SHOW MODEST DEFICIT OF $64.9 MILLION BOTH FOR 
RECORDED DEFICIT AND FOR DEFICIT ADJUSTED TO REMOVE 
COMPENSATORY EUROMARKET LOAN TRANSACTIONS FROM CAPITAL 
ACCOUNT. (THERE WERE NO RECEIPTS OF REPAYMENTS 

OF EUROMARKET LOANS DURING JUNE.) JUNE DEFICIT 
WAS FINANCED BY DECREASE IN CONVERTIBLE CURRENCY 
HOLDINGS OF $42.8 MILLION, INCREASE IN SHORT- 
TERM LIABILITIES BY $27. 1 MILLION, DECREASE IN NET 
MEDIUM AND LONG-TERM LIABILITIES BY $1 18.2 MILLION, AND 
DECREASE IN SDR HOLDINGS BY $1.4 MILLION. COMMERCIAL 
BANKS' NET FOREIGN DEBT INCREASED BY $1 1 1.8 MILLION. 

4. FOR FIRST HALF 1976 BALANCE OF PAYMENTS WAS IN 
DEFICIT BY $509.5 MILLION ON RECORDED BASIS AND $89.5 
MILLION ON ADJUSTED BASIS. (THERE WERE $420 MILLION 

IN REPAYMENTS OF EUROMARKET COMPENSATORY LOANS DURING 
THIS PERIOD.) DEFICIT WAS FINANCED BY DECREASE IN 
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BOI FOEIGN EXCHANGE ASSETS OF $232.1 MILLION, DE- 
CREASE IN SDR HOLDINGS OF $49.3 MILLION, 

INCREASE IN BOI SHORT-TERM LIABILITES OF $13.0 
MILLION, DECREASE IN BOI NET MEDIUM AND LONG-TERM 
LIABILITIES OF $225.6 MILLION, AND INCREASE IN NET 
SHORT-TERM BORROWINGS OF COMMERCIAL BANKS OF $440.7 
MILLION. 
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5. SUMMARY PRELIMINARY BALANCE OF PAYMENTS FOR 
FIRST FIVE MONTHS OF 1975 (PAYMENTS BASIS EXCEPT FOR 

TRADE ACCOUNT SHOWING CUSTOMS DATA WITH IMPORTS ROUGHTLY 
CONVERTED TO FOB BASIS). 

5 MONTHS 1975 
(MILLIONS OF DOLLARS) 

EXPORTS 13,544 

IMPORTS 13,867 

TRADE BALANCE 3323 

SERVICES/UN. TRANSFERS -396 

CURRENT ACCOUNT -719 

CAPITAL ACCOUNT (EXCL. E-MKT) 949 
ADJUSTMENTS -248 

DEFICIT, ADJUSTED -18 

6. ON JULY 17 FOLLOWING FINANCIAL RATES PREVAILED; 

LIRA SPOT EXCHANGE RATE WAS 649.625 LIRE PER DOLLAR, 
THREE-MONTH FORWARD RATE WAS 659.875 LIRE PER DOLLAR, 
WEIGHTED AVERAGE DEVALUATION OF LIRA, ACCORDING 

TO BOI INDEX, WAS 20.89 PERCENT COMPARED TO FEBRUARY 
9, 1973 BASE PERIOD, BLACK MARKET RATE IN MILAN 
WAS 680 LIRE PER DOLLAR, THREE-MONTH EUROLIRA 
INTEREST RATE WAS 12 7/8 PERCENT, LIRA INTERBANK 
FORTY-EIGHT HOUR RATE WAS 9.25 PERCENT AND LIRA INTERBANK 
THREE-MONTH RATE WAS 9.9375 PERCENT. VOLPE 
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